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SIJMMARY
This sLudy deals with some aspects of judgernent and choice in exter-
na l  repor t ing .  I {e  have t r ied  to  l ink  severa l  concept ions  as  are
found ín  cogn i t i ve  psycho logy  w i th  some deve lopments  in  ex te rna l
repor t ing .  our  inves t iga t ion  has  been spec ia l l y  focussed on  the
quest ion  as  to  what  ex ten t  severa l  approaches concern ing  the  func-
t ions  o f  ex te rna l  repor t ing  show a  re la t ionsh ip  w i th  these concep-
t ions .  Fur thermore  we have a t tempted to  ascer ta in  empi r i ca l l y  to
v tha t  ex ten t  two groups  o f  users  o f  ex te rna l  repor ts  make cons is ten t
dec is ions ,  and to  what  ex ten t  there  is  consensus  be tween the  de-
c is ion  makers .  Th is  empi r i ca l  inves t iga t ion  has  been car r ied  ou t  by
means o f  a  cont ro l led  labora tory  exper iment .  By  means o f  the  same
exper iment  we have a lso  inves t iga ted  as  to  what  ex ten t  func t iona l
f i xa t ion  can be  es tab l i shed in  our  sub jec ts .  We have exp l i c i t l y
dea l t  w i th  the  re levance o f  our  inves t iga t ion  fo r  th ree  ca tegor ies
o f  s takeho lders  ( the  producers  o f  in fo rmat ion ,  the  regu la to ry  bo-
d ies ,  and the  rec ip ien ts  o f  in fo r rna t ion) .
In the f irst chapter of this study we have given a short outl ine of
some deve lopments  in  the  f ie ld  o f  ex te rna l  repor t ing .  We have es ta-
b l i shed tha t  w i th in  th is  o1d d isc ip l ine  there  are  s t i11  w ide ly  d i f -
fe ren t  op i -n ions  on  the  numerous  fundamenta l  ques t ions .  As  a  resu l t ,
i t  i s  d i f f i cu l t  to  in tegra te  the  many deve lopments  in  th is  f ie ld .
Consequent ly  th is  f ie ld  shows charac ter is t i cs  o f  a  d isc ip l ine  in  the
beg inn ing  o f  i t s  deve lopment .  Even rn r i th in  the  d i f fe ren t  sub f ie lds  o f
ex terna l  repor t ing  there  is  1 i t t1e  unan imi ty ,  as  we have shown in
the  descr ip t ion  o f  Lhe ermergence o f  t r ^ ro  new t rends .  Both  the  BAR
and the  HIP s tud ies  appear  to  conta in  many cont rovers ies l  the  fo r -
mu la t ion  o f  p rob lems is  no t  d i rec ted  f rom a  un i fy ing  parad ig rn .
In  th is  s tudy  o f  judgrnent  and cho ice  in  ex te rna l  repor t ing ,  we have
endeavoured to  l ink  severa l  deve lopments  in  th is  d isc ip l ine  w i th  the
var ious  theor i .es  and concept ions  as  are  found in  cogn i t i ve  psycho-
l o g y  ( c h a p t e r  I I ) .  T h e  r e l e v a n t  d i s c i p l i n e  i s  s t i l l  b e i n g  d e v e l o p e d .
There  appears  to  be  no  ques t ion  o f  a  comple te  cogn i t i ve  dec is ion
theory ,  though severa l  p roposa ls  can be  found in  the  l i te ra tu re .  I t
i s  ,  h o w e v e r ,  p o s s i b l e
such a  theory ,  where in
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such a  theory ,  where in  the  fo l low ing  e lements  a re  to  be  found:
l .  A n  i n d i v i d u a l  -  p s y c h o l o g i c a l  a n d  a  s o c i a l - p s y c h o l o g i c a l  d e s c r i p -
t i o n  o f  t h e  s y s t e m  u s e d  b y  d e c i s i o n  m a k e r s  o r  a u t h o r i t i e s .  W e
have res t r i c ted  ourse lves  to  an  ana lys is  o f  a  few ind iv idua l -
p s y c h o l o g i c a l  a s p e c t s  w h i c l ' r  a r e  i m p o r t a n t ,  s u c h  a s :
a .  C h a r a c t e r i s t i c s  o f  h u m a n  p e r c e p t i o n .
b .  T h e  w a y  i n  w h i c h  h u m a n  r a t l o n a l i t y  m a n i f e s t s  i t s e l f
t ion  to  judgernent  and cho ice .
i n  r e l a -
c .  The way in  wh ich  man faces  uncer ta in ty .
2 .  One or  more  mode ls  fo r  the  representa t ion  o f  the  task  env i ron-
ment .  I rJe  have pa id  a t ten t ion  to  var ious  methods  fo r  measur ing
severa l  aspec ts  o f  judgement  and cho ice .  The var ie ty  in  the
ex is t ing  Í [e thods  appears  to  be  connected  to  the  var ie ty  in
p o s s i b l i t i e s  t o  s t r u c t u r e  t h e  p r o b l e m s .
3 .  Po l i c ies  w i th  the  he lp  o f  wh ich  dec is ion  makers  t ry  to  choose the
bes t  course  o f  ac t ion .  In le  have shown tha t  the  app l ica t ion  o f  the
ex is t ing  po l i c ies  does  no t  on ly  depend on  the  fo rmula t ion  o f  a
p r o b l e m ,  b u t  a l s o  o n  m i s c e l l a n e o u s  p s y c h o l o g i c a l  c h a r a c t e r i s t i c s
o f  ind iv idua ls .  We have d iscussed var ious  heur is t i cs  wh ich  are
used in  dec is ion  mak ing .
I ,Je  have employed t r4 ro  methods  in  th is  s tudy  to  Ínake use o f  var ious
c o n c e p t s  a n d  r n e t h o d s  o f  c o g n i t i v e  p s y c h o l o g y .  I n  t h e  f i r s t  p l a c e  w e
have t r ied  to  re la te  var ious  deve lopments  concern ing  v iews on  the
func t ions  o f  ex te rna l  repor t ing  to  the  concept ions  and rne thods  o f
c o g n i t i v e  p s y c h o l o g y  ( c h a p t e r s  I I I  a n d  I V ) .  I n  t h e  s e c o n d  p l a c e  w e
have t r ied  to  inves t iga te  empi r i ca l l y  var ious  aspec ts  o f  judgement
and cho ice  in  an  ex terna l  repor t ing  contex t  (chapters  V  and VI ) .
We have d is t ingu ished two approaches in  the  d isc ip l ine  o f  ex te rna l
r e p o r t i n g  i n  g e n e r a l  ( c h a p t e r  I I I ) . 0 n  t h e  o n e  h a n d  t h e r e  i s  t h e  a p -
proach wh ich  makes suggest ions ,  based on  the  ex is t ing  s i tua t ion ,  to
improve the  ex terna l  repor t ing .  0n  the  o ther  hand there  is  an  ap-
proach wh ich  dec ides ,  in  a  fo rmal  way ,  wh ich  is  the  op t ima l  in fo rma-
t i o n  s Y s t e m .
The fo rmer  approach has ,  t i l 1  now,  been o f  g rea ter  s ign i f i cance fo r
the  prac t ice  o f  ex te rna l  repor t ing  than the  la t te r .  Charac ter is t i c
o f  the  f i rs t  approach is  the  c lose  re la t ionsh ip  w i th  the  ana lys is  o f
the problems as seen by the management. Within that frarnework there
is  no  roon fo r  unbounded ra t iona l i t y  fo r  the  dec is ion  maker ,  on  the
cont ra ry .  The process  fo r  c rea t ing  and deve lop ing  the  ex terna l  re -
port ing by the management is characterised ruore by:
1 .  Se lec t íve  a t ten t ion  and se lec t ive  percept ion .
2 .  Vague ideas  about  the  e f fec t  o f  the  repor t  on  the  pub l ic .
3. A way of irnprovi-ng the external report ing r"r i thout using cost-
benef i t  ana lys is ,  tak ing  the  var ious  s igna ls  f rom a  soc ie ty ,
which is continual ly developing and making new demands, into
a c c o u n t .
The second approach app l ies  a  fo rmal  approach in  a  rea l i s t i c  ins t i -
tu t iona l  se t t ing .  ïh is  second approach is  based on  the  pr inc ip le  o f
unbounded rat ional i ty, where there is no place for the phenomena of
se lec t ive  percept i -on  and heur is t i cs .  However ,  in  re la t ion  to  the
regu la t ion  o f  the  ex terna l  repor t ing ,  an  in fo rmat ion-economics  ap-
proach appears  to  impose too  many l i rn i ta t ions .  Espec ia l l y  f ro ro  the
social and pol i t ical economy point of view we have considered an
expans ion  o f  the  theory  as  des i rab le .
We have drawn the fol lowÍng conclusions (chapter I I I) :
l .  A remarkable broadening of the view on the objectives of external
report ing is now being found in national as well  as international
c i rc les :  f rom a  s tewardsh ip  repor t  fo r  on ly  one group to  in fo rma-
t ion  on  a  la rge  sca le  fo r  var ious  groups  o f  in te res ted  par t ies .
This development has shown to be of great importance for the
conten ts  o f  annua l  repor ts .
2 .  The abs t rac tness  o f  the  in fo rmat ion-economics  mode l  has  grea t ly
reduced i t s  s ign i f i cance.  On the  o ther  hand,  the  node l  may pro-
vi-de a signif icant plan for thought on the analysis of the pro-
b lens  o f  repor t ing  in  a  mu l t i -person se t t ing .
3 .  There  is  insu f f i c ien t  e rnp i r i ca l l y  founded ins igh t  in to  the  degree
to whi.ch and how the management tr ies to inf luence the external
report ing by means of income smoothing techniques.
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4.  Frorn  an  empi r i ca l  research  in  38  Dutch  compan ies  we have found
tha t  much no t  lega l l y  compulsory  in fo rmat ion  o f  a  pub l i c  charac-
te r ,  was  prov ided.  r f  compan ies  d id  no t  w ish  to  p rov ide  in fo rma-
t ion  about  spec i f Íc  c lus te rs  o f  in fo rmat ion  th is  was due to  the
v iew o f  the  management  no t  to  p rov ide  in fo rmat ion  fo r  the i r  con-
p e t i t o r s .
subsequent ly  we have inves t iga ted  var ious  aspec ts  o f  the  judgernent
o f  users  o f  the  ex terna l  repor t ing  (chapter  IV) .  By  means o f  ques-
t ionna i res  and in te rv iews,  many inves t iga t ions  were  car r ied  ou t  by
o thers  -  na t iona l  as  we l l  as  in te rna t íóna l  -  on  the  v iews he ld  by
the  d i f fe ren t  in te res ted  par t ies .  Enqu i r ies  have o f ten  been made on
the  ques t ion  o f  un fu l f i l l ed  w ishes .  rn  genera l  i t  r ras  apparent  tha t
most  users  a re  o f  the  op in ion  tha t  a )  there  is  adequate  d isc losure
in  the  ex terna l  repor t ing ;  b )  re levant  in fo r rna t ion  is  found in  the
a n n u a l  r e p o r t s .  r n  s p i t e  o f  t h i s ,  a l l  t h e  g r o u p s  i n v e s L i g a t e d  s t i l 1
had un fu l f i l l ed  w i -shes .
By  means o f  labora ty  exper iments  i t  i s  poss ib le  to  ascer ta in  to  what
ex ten t  in fo rmat ion  fo r  dec is ion  mak ing  rea l l y  func t ions .  rn  genera l ,
i t  can  o f ten  be  es tab l l shed tha t  there  is  a  d isc repancy  be tween
asser ted  and ac tua l  re levance.  However ,  i t  i s  poss ib le  tha t  th is
d isc repancy  is  o f  l i t t le  re levance,  because o f  the  many unrea l i s t i c
p r e n i s e s  o f  n o s t  l a b o r a t o r y  s t u d i e s .  u n r e a l i s t i c  p r e m i s e s  c a n  b e
found in  inves t iga t ions  in to  the  re la t ionsh ip  be t Í^7een dec is ion
s ty les  and the  pre ference fo r  cer ta ín  in fo rmat ion  sys tems,  as  we l l
as  in  the  func t iona l  f i xa t ion  s tud ies  wh ich  we have d iscussed.
Quest íonna i res  and in te rv iews ge t  a  be t te r  response by  conpany mana-
gement  than the  ra ther  abs t rac t  labora tory  exper iments .  The resu l ts
ob ta ined f rom ques t íonna i res  and in te rv iews about  var ious  aspec ts  o f
ex terna l  repor t ing  are  eas ie r  to  in te rpre t  Èhan those ob ta ined f rom
the ar t i f i c ia l  and ra ther  unrea l i s t i c  s i tua t ions  in  labora tory  ex-
per iments .  0n  the  o ther  hand,  labora tory  exper iments  p rov íde  a  more
acute  percept ion  o f  the  manner  in  wh ich  dec is ion  makers  ac tua l l y
use in fo rmat ion .  The benef i t s  ob ta ined f rom in fo rmat ion  can be  de-
duced f rom var ious  theore t ica l  mode ls ,  as  we have d j -scussed in  para-




the  ac tua l  rna lc ing  o f  dec is ions  the  re levant  theore t ica l  mode ls  a re
m a i n t a i n e d .
B y  m e a n s  o f  a n  e r n p i r i c a l  i n v e s t i g a t i o n ,  c a r r i e d  o u t  w i t h  t h e  a s s i s -
t e n c e  o f  e x p e r i e n c e d  f i n a n c i a l  a n a l y s t s  a n d  u n d e r g r a d u a t e  s t u d e n t s ,
w e  h a v e  a t t e m p t e d  t o  a s c e r t a i n  t o  r ^ r h a t  e x t e n t  t h e s e  p e r s o n s  m a k e
c o n s i s t e n t  d e c i s i o n s  ( c h a p t e r  V ) .  W e  h a v e  a l s o  i n v e s t i g a t e d  t h e
d e g r e e  o f  c o n s e n s u s  b e t w e e n  t h e  d e c i s i o n  m a k e r s .  T h i s  e m p i r i c a l
i n v e s t i g a t i o n  h a s  b e e n  p r e c e d e d  b y  a n  a n a l y s i s  o f  t h e  r e l e v a n c e  o f
t h e s e  c o n c e p t s  f o r  s e v e r a l  c a t e g o r i e s  o f  s t a k e h o l d e r s  ( t h e  p r o d u c e r s
o f  in fo rmat ion ,  the  regu la to ry  bod ies  and the  rec ip ien ts  o f  in fo rma-
t i o n ) .  G e n e r a l l y  s p e a k i n g ,  w e  h a v e  c o n c l u d e d  t h a t  i t  i t  n o t  p o s s i b l e
t o  p r e d i c t  h o w  t h e s e  s t a k e h o l d e r s  w i l l  r e a c t  t o  a  l a c k  o f  c o n s i s t e n -
cy  and consensus  in  judgement  and cho ice  o f  the  rec ip ien ts  o f  in -
f o r m a t i o n .
The enp i r i ca l  inves t iga t ion  has  been car r ied  ou t  by  us  in  the  fo r rn
o f  an  exper iment  whereby  the  sub jec ts  were  asked to  p lace  the  shares
o f  f i v e  c o m p a n i e s ,  a f t e r  e x a m i n i n g  t h e  i n f o r m a t i o n  p r o v i d e d ,  i n  a
d e c r e a s i n g  d e g r e e  o f  " q u a 1 i t y " .  W e  h a v e  d e r i v e d  t h e  c o n c e p t  o f
q u a l i t y  f r o m  t h e  f i e l d  o f  f i n a n c e ,  w h e r e  i t  p l a y s  a  r o l e  i n  i n v e s t -
ment  theory  and prac t ice .  Fur thermore  \^7e  have asked the  sub jec ts  to
ind ica te  the  fac to rs  wh ich  in  the i r  v iew determine the  qua l i t y  o f  a
share .  The func t ion  o f  th is  par t  o f  our  inves t iga t ion  \ ras  to  ob ta in
a  l i s t  o f  f a c t o r s  w h i c h  c a n  b e  u s e d  i n  S a a t y r s  A n a l y t i c a l  H i e r a r c h y
P r o c e s s .
Next  we have made the  concept  o f  cons is tency  opera t iona l  by  neans o f
the  Saaty  ne thod.  Th is  rne thod is  a  rnu l t i c r i te r ia  rne thod,  wh ich  is
e s p e c i a l l y  u s e f u l  f o r  t h e  s o l u t i o n  o f  p r o b l e m s  w h e r e  q u a n t i t a t i v e
a n d  q u a l i t a t i v e  a t t r i b u t e s  p l a y  a  r o l e .  T h e  m e t h o d  l e a d s  t o  t h e
c a l c u l a t i o n  o f  a  c o n s i s t e n c y - r a t i o ,  w h i c h  i s  a  b e n c h m a r k  f o r  t h e
d e g r e e  o f  c o n s i s t e n c y  o f  a  d e c i s i o n  m a k e r .  S a a t y t s  c o n c e p t  o f  c o n -
s i s t e n c y  i s  c l o s e l y  r e l a t e d  t o  t h e  w e l l - k n o w n  c o n c e p t  o f  t r a n s i t i v i -
deemed a  reasonab le  cons is tency- ra t io .  To  what  ex ten t  th is  resu l t  i s
derogatory  to  the  genera l  re la t i ve ly  h igh  degree o f  cons is tency
found by  o ther  researchers ,  cannot  be  prec ise ly  fo rmula ted  due to
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the  d i f fe rences  in  measurement  methods  (Saaty  method versus  Lens
Mode l  ana lyses  and ANOVA s tud ies) .  Fur ther  inves t iga t ion  in to  what
ex ten t  these d i f fe ren t  methods  lead to  the  same conc lus ion  wou ld
appear  des i rab le  to  us .  The des i rab i l i t y  o f  th is  i s  a lso  apparent
because of the severe restr ict ions of Lens Model analyses and ANOVA
stud ies :  such ana lyses  requ i re  p rec ise ly  fo rmula ted  prob lems where-
by, based on few cues, many predict ions have to be made or many
dec is ions  have to  be  taken.  As  we have prev ious ly  s ta ted  in  chapter
I1  o f  th is  s tudy ,  many rea l i s t i -c  p rob lens  cannot  be  squeezed in to
such a  s t ra j . t - jacke t .
We have found a signif icant dif ference betr^reen the consj-stency ra-
t ios  o f  the  sLudents  and the  f inanc ia l  ana lys ts .  On average the
s tudents  scored s ign i f i can t  be t te r  than the  f inanc ia l  ana lys ts .  One
wou ld  no t  expec t  such a  resu l t .  On the  bas is  o f  what  i s  summar ized
in  the  l i te ra tu re  about  the  way o f  th ink ing  o f  exper ts ,  one wou ld
expec t  the  exper ienced f inanc ia l  ana lys ts  to  ach ieve  a  be t te r  score
than the  s tudents .  In  the  s tudy  Í re  have suggested  severa l  poss ib le
exp lanat ions  fo r  our  resu l ts .
In  chapter  I I  r ^ re  have es tab l i shed tha t ,  in  connect ion  w i th  the
phenomenon consensus ,  inves t iga t ions  by  o thers  have so  fa r  no t  p ro-
duced an  unequ i -voca l  p ic tu re .  A  h igh  degree o f  consensus  is  o f ten
shown.  Jus t  as  o f ten ,  a  low degree o f  consensus  is  shown.  I {e re  a lso ,
the  ana lys is  i s  usua l ly  car r ied  ou t  us ing  Lens  Mode l  ana lyses  and
ANOVA s tud ies .  As  a  consequence an  adequate  po in t  o f  re fe rence fo r
the  resu l ts  o f  our  inves t iga t ion  is  n iss ing .  In  respec t  o f  the  re -
ques ted  l i s t ing  o f  fac to rs  de termín ing  qua l i t y ,  as  we l l  as  the
p lac ing  o f  shares  in  decreas ing  degree o f  qua l i t y ,  the  degree o f
consensus  be tween our  sub jec ts  appeared to  be  reasonab le .  Genera l l y
speak ing ,  in  the  inves t iga t ion  we have found a  s ign i f i can t  degree o f
consensus  be t \ , reen the  sub jec ts  in  the  var ious  groups .  Th is  has  been
the  case in  respec t  o f  the  rank ing  exp l i c i t l y  g íven by  the  sub jec ts ,
as  we l l  as  those ca lcu la ted  accord ing  to  the  Saaty  rne thod.
In  a  second empi r i ca l  inves t iga t ion ,  tha t  r^7e  have a lso  car r ied  ou t
in  the  fo rm o f  an  exper iment ,  i t  was  f i rs t  o f  a l l  ascer ta ined to
what  ex ten t  func t iona l  f i xa t ion  can be  es tab l i shed in  the  sub iec ts
r
zoo
(chapter  V I ) .  Func t iona l  f i xa t ion  may provoke incor rec t  dec is ions
due to  an  incor rec t  in te rpre ta t ion  o f  a  rece ived da taset .  In  gene-
ra1 ,  Í t  cannot  be  pred ic ted  how var ious  ca tegor ies  o f  s takeho lders
wi l l  reac t  to  th is  phenomenon.
The re levant  j -nves t iga t ion ,  jus t  as  the  prev íous  one,  has  been car -
r ied  ou t  w i th  the  par t i c ipa t l ,on  o f  exper ienced f inanc ia l  ana lys ts
and undergraduate  s tudents .  The sub jec ts  had to  g ive  pred ic t ions  fo r
s h a r e  p r i c e s  a f t e r  r e c e i v Í n g  c e r t a i n  d a t a  s e t s .  E s s e n t i a l l y  t h e
1-nves t iga t ion  has  been focussed on  the l  gues t ion  as  to  what  ex ten t
the  pred ic t ion  o f  share  pr ices  can be  in f luenced by  man ipu la t ing
data  se ts .  The man ipu la t ions ,  used in  the  j -nves t iga t ion ,  concerned
the  way in  wh ich  income tax  is  ca lcu la ted  in  the  f inanc ia l  s ta te -
ments ,  as  we l l  as  the  methods  o f  va lua t lon  employed by  the  company.
The resu l ts  o f  Èhe i .nves t iga t lon  are  cont ra ry  to  those found in  a
s in i la r  inves t iga t íon  car r ied  ou t  by  Abde l -kha l i k  and Ke1 ler  i t lZ l ] .
In  genera l ,  we cou ld  f ind  no  suppor t  fo r  the  func t iona l  f i xa t ion
h y p o t h e s i s .
We have a l -so  inc luded severa l  s ta t i s t i ca l  p rob lems 1n our  inves t iga-
t ion  in  o rder  to  tes t  the  var ious  hypotheses  fo rmula ted  by  Swier inga
and o thers  I t fZO] .  Th is  par t  o f  our  inves t iga t ion  uray  be  re levant
fo r  the  same reason as  has  been ment . ioned in  re la t ion  to  func t iona l
f i xa t ion .  Our  inves t iga t ion  has  been spec ia l l y  focussed on  the
quest ion  as  to  what  ex ten t  our  sub jec ts  can make cor rec t  dec is ions
concern ing  s inp le  cases .  In  some cases  the  ex is tence o f  the  phemome-
non o f  represenLat iv i t y  cou ld  no t  be  e l im ina ted .  I t  was  remarkab le
tha t  h7e were  no t  ab le  to  f ind  s ign i f i can t  d i f fe rences  beLween the
f inanc ia l  ana lvs ts  and the  s tudents .
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